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ABSTRACT 
The aim of this study is to investigate the relationship between Corporate Governance and the 
financial Performance in conventional and Islamic banks.   The findings of this analysis show 
that the better performance options by go back on possessions and return on equity is due 
effective commercial governance insurance policies and practices. The Corporate 
Governance is positively correlated with financial performance additionally. Moreover, 
board size has negatively effect on the financial performance of conventional banks while 
board size has positive effect on financial performance of Islamic banks. The result shows 
that the managerial owner ship has positive significant effect on financial performance of 
both conventional and Islamic finance institutions. The study suggests that larger board has 
negative effect on the financial performance of the traditional finance institution. 
 
Keys Words: Corporate Governance, Financial Performance, Conventional And Islamic 
Banks 
 Introduction 
Corporate Governance implies the relation between the management, board of 
directors, shareholders and stakeholders of the company. The Corporate governance is 
a field of study having diversified limitation and conversantly used in many ways. 
Some researchers thought it as a separate field from ownership, elaborating this 
concept that the corporate governance helps all managers and stockholders in finding 
ways of its administration and control. Simply corporate governance helps the internal 
stockholders and external stockholders in better governing the corporation and to 
achieve the desired objectives within specified span. Corporate governance comprised 
of the concepts and tools which helps in eliminating the problem between managers 
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and the company shareholders, which is also known as the agency problem (H.kent 
baker and ronald Anderson, 2010). 
The beginning of Islamic banking was quite simple, in early stage interest free 
basis was form through starting interest free banking by private firms moreover, 
sharply the whole affair converted in the early eighties and some of Islamic countries 
took step toward Islamic banking. They acknowledged the basic need for a structure 
that work only on the basis of interest free factor (Najjar, B. ,2011). Banks on Islamic 
basis was started by the establishment of financial associations. Various prominent 
disappointments in 2001 and onwards have improved through good corporate 
governance, which has conveyed the point to a more extensive and broadly discussion 
(Southey, 2009). Corporate governance ensures the advantage to Managers, employee 
and management furthermore firms are striving for maximizing the stack of investors. 
Corporate governance brings the seized cash into circle of economy which 
improves the economic cycle of the society and helps to draw the consideration of 
investor towards specific portfolio who needs to keep their cost of investment at least 
level. Better corporate governance keeps responsible the administration and the 
leading body of the firms. The administration assures legitimate satisfaction and fair 
decisions for the advancement of the firms. Pakistan is fit for adopting the effective 
corporate governance so as to give a quick advancement to its economy. This stated 
statement concentrate on the management prospective of Pakistan (Bukhari, Awan,  & 
Ahmed, 2013).  
  This research is aimed to know the difference in corporate governance 
practices of conventional and Islamic banks and their impact on the financial 
performance. 
Problem Statement  
This research intended to investigate the corporate governance impact on 
performance as well as the comparison of Islamic vs conventional Banking. The 
banking sector is a variant industry to analysis the corporate governance practices 
impact.  
   Research Questions 
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1. To investigate level of corporate Governance in selected banks. 
2. To investigate and analyze the relationship between Corporate Governance and the 
financial Performance. 
3. The difference of corporate governance practices in conventional and Islamic banks.   
Research Objectives 
   This study aims to achieve following objectives. 
1. Identified the importance and impact of corporate governance on performance. 
2. The prevailing practices of corporate governance of these banks for the period of 
2002 to 2014. 
3. Compared the practices of corporate governance as well as the impact on the financial 
performance of both Islamic and conventional banks. 
 
LITERATURE REVIEW 
 This chapter presents salient points from the literature reviewed for this 
research. The chapter presentation is arranged to answer theoretical underpinning in 
following sequence: 
 What is corporate governance? 
 What is Islamic Banking and how does it differ from conventional banking 
 How Corporate Governance does relate with the Organizational Performance? 
 What Theoretical Framework does literature review exercise offer and Variables 
explanation? 
What is Corporate Governance? 
The relationship between the management, board of directors, shareholders 
and stakeholders of the company are implies to the corporate governance. Corporate 
governance includes polices and procedure to be followed through which the firms 
objectives are to be set and achieved. Subsequent cited literature argues that the 
adherence of rules of corporate governance mechanism help the attainment of 
company’s objectives and desired level of profitability (Eisenhardt and 
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Borjous,1992). Mutual relationship between individuals and groups through various 
contracts / agreements is called firm. These agreements are made for different 
purposes i.e finance, structure, ownership etc. Since the emergence of firm & 
corporate concepts, different conflicts have been raised in these relations the 
ownership structure is the most thing in a firm. Firm concept gained famousness from 
perception of earning profits. The perception that businesses are developed to earn the 
people becomes found to invest in business to increase their wealth while on the other 
hand firms, attracted these people to invest with aim to expand their business. Before 
to invest every individual have to make sure that either the firms is earning profit or 
going in loss following are main types of ownership structure. Sole proprietorship is a 
single ownership type of business and are not registered properly under state laws in 
this type of business is liable for all the lusts having unlimited liability and take the 
whole profit as will. 
 
Corporate Governance concept is evolved over the year as follows: 
“Corporate governance is allocation of ownership, capital structure, managerial 
incentive schemes, takeovers, board of directors, pressure from institutional investors, 
product market competition, labour market competition, organizational structure, etc., 
can all be thought of as institutions that affect the process through which quasi-rents 
are distributed (Abidin, ZZ, Kamal, NM & Jusoff, K 2009)”.  
Islamic Banking: Theoretical Overview  
 The Islamic banks like other conventional banks are the safe custodians of 
individuals' as well as the public cash. Though, the custodian function as agency 
function on one side but on the other hand their uniqueness are probably most 
accepted comparing to conventional banks. The facilities provided by the Islamic 
bank providing profit & loss sharing accounts to clients’ according to the sharia and 
Islamic modes while in contrast the conventional banks are mostly concern with the 
profit maximization and minimizing loss. The Islamic banks also provide different 
products like other conventional banks services to the clients and accept its obligation 
in the financial transactions among them.  
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 Meezan bank was the first and the leading bank which is consistent for the 
Islamic mode of banking practice and with  the desires of the nation was authorized 
by the state bank of Pakistan in 2002. The leading and effective bank in Islamic 
banking system is Meezan bank. In Pakistan the meezan bank is expanding very 
rapidly. First time Mudaraba financing was started by National Bank of Pakistan. 
  
Corporate Governance Relationship with Organization Performance 
 Claessens, S., &Fan (2002) argued in their studies “A Survey. International 
review of Finance” that Corporate Governance has a vital impact on the financial 
performance of an organization they studies about 350 organization and found that 
those organizations who follow the practice and procedure are much more profitable 
comparative to the other who did not adopt. The corporate governance pillars include 
meeting frequency; board independency, managerial ownership and others are the key 
variable directly impacts the financial performance of the organization.  
 
BOARD SIZE 
 The existence of people in board is called the board size of an organization. 
The researchers have different views about the size of a board. Jensen, Dalton, Daily, 
Johnson & Ellstrand (2007) argued that the better communication and co-ordination 
among members is efficiently possible through small board while some of researchers 
are totally against the small board and they support the large board with a view that 
obtaining better results is possible due to the existence of many people in advisory 
board and it can contribute well in the results. 
 Golden & Zajac (2001) argues that Boards varies from firms to firms. Some of 
them are so “active” while the others are “passive” it depends upon the contribution in 
developing strategies. An extreme level change of responsibilities of the board found 
from 1980 s to 1990 s, where a change in the boards from passive to active. Wheelen 
and Hunger (2004) define the foremost responsibilities as under. 
1. Monitor: the inside and outside activities of firms must be control and monitor by the 
board. 
2. Evaluate and influence: Proposal of management must be seen by the board whether 
agree or disagree as well as board can do advice and suggestion. 
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3. Initiate and determine: Active board can do the task of Initiate and determine. 
Management is assigned with a defined assignment having a deliberate selection. 
BOARD INDEPENDENCE  
 Board independence is another factor that impact the corporate governance 
quality directly and firm performance indirectly, it is a conventional wisdom that 
board independence improve the quality of corporate governance but Xiao and Yu 
(2007) studied that corporate governance relationship with firm performance in chines 
context, they studied 225 listed companies of chines stock exchange, they found a 
strong and significant positive impact on firm performance, but they did not found 
any impact of board independence on quality of corporate governance. Feng (2008) 
on the other hand proclaimed that corporate governance has a strong impact on firm 
performance but board independence does not have any impact on corporate 
governance quality in china context as it did not improve the performance 
additionally. Yuan (2009) conducted a research on the chines stock exchange listed 
companies and asserted that board independence does not affect firm performance due 
to six reasons.  
CEO DUALITY: 
Southey (2009) argued that  CEO duality have negative impact on quality of 
corporate governance, while the other factors like audit committee has strong and 
significant impact on quality of corporate governance board diversity and board 
independence again has strong and really significant impact of firm financial 
performance, they further asserted that to increase the profitability, transparency, 
disclosure and protect the shareholders interest it is necessary to establish audit 
committee, diverse the board more and more, and increase the number of independent 
directors in board. Further the CEO and chairman must be deferent personal so that 
the chairman can monitor and control the CEO and if deemed incapable should be 
replace by chairman, while in CEO duality it’s not possible thus leads to agency 
problem and mis appropriation of firm resources.   
BOARD COMPOSITION 
 Boards composition play a key role in the financial performance. Marr & 
Rosenstein, Barnhart, Shleifer & Vishny (2007) argued that board composition play a 
vital  role in firm financial performance. Board composition has been named very 
JAN-JULY 2017, VOL 3, ISSUE 1, JOURNAL OF MANAGEMENT RESEARCH (JMR) 
 
68 
 
important variables of this research study, as the literature clearly evidenced that these 
variables have greater impact on the financial performance of the firm. Coles & 
Hesterly, Finkelstein and D’Aveni (2009) conducted study and found the relationship 
of board composition with the firm performance. Milliken & Martins (2009) 
conducted studies on the diversity of board in detail and found that this variable truly 
impacts the financial performance of the firm. 
BOARD DIVERSITY 
 Board diversity or board composition tell us and reflect that how a board 
reflect its society in term of genders, ethnicity and professionalism. Keasey, 
Thompson & Wright, (1997) carried out research and found that shareholders should 
maintain a diverse type of board structure. It is also worthwhile as Burton, (1991) 
found and argued that diversity does not mean that the society should have same equal 
representation but it must be on the principles of merit. Robinson and Dechant (1997) 
argued that board diversity is helpful in maintaining good relationship with the outer 
world, it can improve the problem solving in the organization, bring creativity and 
help in decision making and better decisions.  If the board is diverse in each and every 
way like gender, professionalism and ethnicity then it means it has the representation 
of whole society. This improves firm financial performance. 
AUDIT COMMITTEE 
 King II, (2006) argued that  audit committee has intensive influence on the 
performance of a financial firm in fact  the Audit committee  review the operation 
relates to the  financial situations of the banks , their internal controls, bank 
performance and the findings of the internal auditors will be reported to the board 
with some recommended (King II, 2006). Wild, JJ 1994, conducted a study on some 
of the listed companies of Srilanka stock exchange to know the impact of audit 
committee on firm performance. He argued that there exist a positive relationship 
among the establishment of audit committee and firm performance. His findings 
further indicated that presence of audit committee has strong and significant impact 
over the smoothness of firm performance 
Theoretical Frame work 
 
Independent Variables                                                              Dependent Variables  
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Board size                                                                                   
Board independence  
CEO duality                                                                                ROA 
           Board composition                                                                      ROE 
Board Diversity 
Audit committee 
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Measurement and operational definition of variables 
Board Size 
Board size is the number of people exists in the board of the company. 
Different researchers have different views about board size. Some of the researchers 
argued that the smaller the board size of the company the better communication and 
co-ordination among its members. However some of the researchers argues that the 
larger the board size, the better results are obtained as many people in advisory board 
can contribute well in the results. Here in this research board size is the numbers of 
people exist in the board of director of the bank. 
Board Composition 
Usually different researchers defined the board composition in different 
manner .Here in this research the board composition is measured as the number of 
share holders as non executive directors in the board and the senior management as 
executive directors in the board. 
Board Diversity 
Keasey, Thompson & Wright (1997) in their out research recommended that 
shareholders should maintain a diverse type of board structure. It is also worth-while 
as Burton (1991) argued that diversity does not mean that the society should have 
same equal representation but it must be on the principles of merit. Robinson and 
Dechant (1997) argued that board diversity is helpful in maintaining good relationship 
with the outer world, it can improve the problem solving in the organization, bring 
creativity and help in decision making and better decisions.  Some other argued that in 
case of diverse board the decision taken will be a representation of the whole not a 
particular sector group. Here in this research the board diversity means the number of 
female members in the board. 
Board Independence  
Boards of directors consist of two types of directors; insiders and outsiders. 
There is still confusion that to achieve optimal board composition, how much 
percentage of each type of director should be present. Corporate board is the apex of 
internal corporate governance mechanism. (Brennan; 2006) Board of directors has the 
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duty to monitor the management and take care of their rights on behalf of 
shareholders. Directors are those who work in other firms also and have other 
responsibilities as well. Inside directors provide information and the outside directors 
provide their expertise to evaluate the decisions of managers (Zaki, A, Sholihin, M & 
Barokah, 2014). Here in this research board independence means the number of 
independent directors in the board. 
Audit Committee 
Audit committee and Risk management committee - review the financial 
conditions of the banking institution, internal controls, bank performance and the 
findings of the internal auditors will be reported to the board with some recommended 
(King II, 2006). It also assists the board to discharging its duty of review the quality 
of the loan portfolio Najjar (2011). The committee should imply a strong 
independence and transparency from the board and clearly communicate to all 
employees the risk strategy and risk appetite or tolerance of the company 
(Enobakhare, 2010). Prior researchers have principally investigated audit and loan 
review committee in terms of type, gender, non-executive and occupation of directors. 
 
Research Hypotheses: The hypotheses formulated, after the literature review, for this 
research study are as follows: 
H0: There is no significant relationship between the corporate governance and 
financial performance. 
H1: There is significant relationship between the corporate governance and financial 
performance. 
Research Methodology  
Types of Research: It is secondary descriptive and correlation research study as all 
variables will be quantitatively qualified and further described.   
Population and Sampling: The population of this research includes all Islamic and 
conventional banks registered in Karachi stock exchange and state banks of Pakistan. 
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S.No  Islamic banks                                      Conventional  banks 
1 
2 
3 
4 
5 
6 
 Albaraka Bank                                       Allied bank 
 Bank Islamic                                          Muslim commercial bank 
 Burj Bank                                               Alfalah bank 
 Dubai Islamic Bank                                Bank of Khyber 
 Meezan Bank                                          Habib bank limited 
 Bank Alfalah Islamic                              United bank limited 
 
Research Analysis:  The financial performance of banks would be measured by ratio 
analysis, by applying following financial ratios. 
ROA (Return on Assets) 
In this research study Return on assets will be measured as the total net profit 
of the bank over the period divided by total assets of the bank. 
ROA= Total Net profit/ Total assets 
ROE (Return on Equity) 
In this research study Return on Equity will be measured as the bank’s total 
net profit divided by its total shareholder equity. 
ROE= Total net profit/ total share holder equity 
Research Model 
1. ROA=B0+B1Boradsize+B2Boardindependece+B3CEOduality+B4Board 
composition+B5Audit committee+B6 board diversity+µ 
2. ROE=B0+B1Boradsize+B2Boardindependece+B3CEOduality+B4Board 
composition+B5Audit committee+B6 board diversity+µ 
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ANALYSIS  
4.1 ISLAMIC BANKS  
4.1.1 Correlation Analysis 
TABLE 1 
 
The correlation is showed by this table between the reliable variables and independent 
variables of the Islamic banking analysis. The end result shows that panel size is 
correlated with go back on investments and come back on collateral favorably. Board 
Structue, Audit committee, Board Diversity, Board composition and board 
independence showing positive correlation with return on assets and return on equity. 
This demonstrates all variables are positive correlated with the firm return on assets 
and return on equity. 
 ROA ROE B.S BI CEO Audit 
Committee 
B.D BC 
ROA 1.00 0.25       
ROE 0.25 1.00       
B.S 0.107 0.118 1.00      
BI 0.112 0.178 0.251 1.00     
CEO 0.215 0.217 0.221 0.231 1.00    
Audit 
committee 
0.115 0.112 0.181 0.212 0.251 1.00   
B.D 0.105 0.132 0.128 0.315 0.312 0.321 1.00  
BC 0.217 0.182 0.058 0.415 0.085 0.056 0.058 1.00 
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ISLAMIC BANKS 
REGRESSION ANALYSIS 
TABLE 2 
Variables Co-efficient Stand: Error T.value P.Value 
B.S 0.0351 0.0325 1.08 0.0856 
Board’s Ind: 0.221 0.197321 1.12 0.0752 
CEO Duality  0.0181 0.008538 -2.12 0.104 
BC 0.0121 0.010522 1.15 0.0756 
BD 0.0211 0.020095 1.05 0.0851 
Audit Committee  0.0336 0.015484 2.17 0.003 
 
F. Value = 9.51, R- Squere = 0.47 
This shows the regression evaluation result of come back on resources with all 
independent variables. Board size shows positive insignificant effect on the return on 
assets. Board Independence, Board composition, Board Diversity and Audit 
Committee also shows positive impact on return on investments. Meeting frequency 
shows significant results on return on assets. 
R-square implies that 47% change in exchange on assets is because of the individual 
variables. The model is significant as F>4 and it is add up to 9 also.51. 
 
DISCUSSION  
The organization governance impact on the banking performance is so essential , this 
work in addition has been conducted to analyze the result of commercial governance 
on the financial performance of bank sector both the conventional aspect as well as 
Islamic bank. The findings of this analysis show that the better performance options 
by go back on possessions and return on equity is due effective commercial 
governance insurance policies and practices. The Corporate Governance is positively 
correlated with financial performance additionally. The consequence of this study also 
discovered that in conventional banking the board size has negatively effect on the 
financial performance and in Islamic banking the board size has positive effect on 
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financial performance of banks. The analysis also discovered that the managerial 
owner ship has positive significant effect on financial performance of both 
conventional and Islamic finance institutions. 
 The research confirmed H1 hypothesis and acquired the results that banks 
should concentrate on the organization governance techniques as it is very essential 
for the better performance of banking companies on both channels i.e. Islamic bankers 
and Conventional banks. 
SUGGESTIONS 
The data analysis indicated that all the independent variables, i.e Board size,  Board 
independence, Audit committee, Board Diversity and Meeting frequency have strong 
association with the financial performance of the firm. The positive relationship of 
plank size in Islamic banking means that increase in panel size will definitely improve 
the profitability. The managerial owner dispatch, board independence and audit 
committee result in beneficial or positive effect on the firm's financial performance. It 
is therefore suggested that all these variables organizations should increase to get 
maximum degree of profitability. 
The results suggests that larger plank has negative effect on the financial performance 
of  the traditional finance institutions, means that as the number of board boosts it 
causes a contradictory views in their opinions and cause organization issues, which 
impact the slow financial growth of the company. It is therefore suggested that firm 
should maintain such degree of board that will increase its success. The full total 
results also indicate that the other factors have positive effects the financial 
performance of firm, meaning that the other then panel size, the parameters should be 
increase to increase the favorable leads to the banking organization.  
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